The present study investigates the financial risk factors of SMEs listed in Bombay stock exchanges of India for the period from 2001 to 2011. Financial risk factors are important due to its disorderly character within an organization. Moreover small and medium sized companies are depicted to financial risk from diverse features of the overall economy. This paper is based on secondary data obtained from the annual financial statements of BSE in India. In the course of analysis, descriptive statistics, correlation statistics and regression analysis with Alexander Bathory model have been designed. Empirical result shows that financial risk is negatively related with debt-structure, asset-liability ratio, inventory turnover, fixed asset turnover and accounts receivables turnover but positively related with current ratio, quick ratio, net profits and net assets ratio.
INTRODUCTION
Measuring the performance and risk of holding financial assets is an important aspect of any good financial management plan. The value of each asset in a portfolio depends on a set of economic values called risk factors (Jan Chvosta et al. 2001) . These unambiguous risk factors can shock the individual asset value, and can shock the whole asset group. Two keys to measuring and controlling the risk inherent in financial securities (Vadera, 2010) :
understand the volatility of economic factors on which the value of the portfolio depends and (ii) understanding how changes in those economic factors is related to each other.
Small and Medium Enterprises play a vital role for the growth of Indian economy by contributing 45% of the industrial output, 40% of exports, 42 million in employment, create one million jobs every year and produces more than 8000 quality products for the Indian and international markets. As a result, SMEs are today exposed to greater opportunities for expansion and diversification across the sectors (SME Chamber of India, 2012). Dr. Manmohan Singh, the Prime Minister of India states that Micro, Small and Medium Enterprises (MSMEs) have a very important role to play in ensuring that processes of economic growth in our country are inclusive, employment-friendly and they contribute to greater regional balance in levels of development. The Micro, Small and Medium Enterprises Development (MSMED) Act, 2006 has broadened the definition as well as coverage of the micro and small enterprises. They now include service enterprises which account for as much as 55 per cent of India's Gross Domestic Product (MSME website).
Dr. K. C. Chakrabarty, Deputy Governor, Reserve Bank of India, on February 4, 2012 at Mumbai presented a paper on 'SME Banking Conclave 2012' organized by SME Chamber of India. He made that "the MSME sector's critical role and place in the Indian economy is very well known to all of you in terms of employment generation, exports and economic empowerment of a vast section of the population and I do not want to spend a lot of time overemphasizing it. But let me quote just a couple of statistics. As per available statistics (4 th Census of MSME Sector), this sector employs an estimated 59.7 million persons spread over 26.1 million enterprises. It is estimated that in terms of value, MSME sector accounts for about 45% of the manufacturing output and around 40% of the total export of the country which is next only to the agricultural sector. It is, therefore, only appropriate that public policy has accorded high priority to this sector in order to achieve balanced, sustainable, more equitable and inclusive growth in the country". Global business environment have been blocked with uncertainty and risk which have by now been afar SMEs' control. In reflection of the speedy transforms of the global business environment last year, as soon as inflation punched in the first three quarters, after that unexpectedly changed to financial crisis, and now bowed to recession, greedy the variation of the global economic environment become a complicated work for SMEs, not to point out retorting to the speedy transforms efficiently. At present, SMEs in the APEC region are facing severe challenges from the global financial crisis and are tormenting minimization of both global and domestic markets. A number of difficulties in financing, human resource, and supply chains are emerging from the impacts of the crisis, many of which threaten the very survival of SMEs.
"Risk is the possibility of something happening that impacts on your business objectives. It is the chance to either make a gain or a loss. It is measured in terms of likelihood and consequence. The effective management of risk enables the business owner to avoid losses, maximize the potential of opportunities, and achieve the desired outcomes. SME owners and managers face both business (application of technology, skills, pricing, packaging, distribution choices, competitive positioning, etc.) and non-business (compliance, legal, disasters, liability, product warranty, etc.) risks" (Omar, 2012) .
Financial risk management has attained a wide consideration about one decade (Glaum, 2002) . The rationale behind this issue, however, these are not suitable for non-financial firms (bebchuk et al, 2000) . Financial risk management is the practice of creating economic value in a firm by using financial instruments to manage exposure to risk, mainly credit risk and market risk. Financial risk may be several forms. Once more, the firm itself is a source of internal financial risks and external financial risks depend on the changes in financial markets.
India is facing titanic inflationary and liquidity pressures, after the epidemic of financial crisis in 2008. In 2010 to 2011, the reserve bank of India had to choose to raise interest rates after several fails of being forced to raise the deposit reserve rate. Consequently, the largest group affected is small and medium-size enterprises. In a wide ranging report into the Chinese financial system, the IMF said that India is facing a "steady build-up of financial sector vulnerabilities" (RBI website). Small and mediumsized enterprise will be more difficult to loan after the bank tighten monetary policy. Severe challenges small and medium-sized enterprises facing now are the rise of production material and labor force, appreciation of the rupee, rise in loan interest rates and increasing of financing costs. Paying attention to the small and medium enterprises financial risk is not only of theoretical meaning, but also a realistic significance (Fu Gang and Liu Dan, 2012) . In the present study, therefore; an attempt has been made to examine and evaluate the financial risk in the SMEs listed in Bombay stock exchange in India.
MATERIALS AND METHODS

Data source
The study is based exclusively on secondary data obtained from BSE database and annual financial statements of the SME listed companies.
Research design
The present study has considered annual data of the selected 513 companies small and medium-sized listed companies listed under BSE. The research data of this paper was based on 2010-11 annual reports of 513 listed companies out of 5133 Indian companies, which were randomly selected from small and medium of Bombay stock exchange, India. Statistical software excels 2003 and SPSS 17.0 was used to process the data.The sample period covers from 2001 to 2011.
Tools used
Alexander Bathory model was used to measure the size of the financial risk.
Variables used
In the present study, financial risk metric values (Bathory's model metrics), debt structure (Current liabilities/non-current liabilities), solvency (current ratio, quick ratio and asset-liability ratio), performance (net profit rate and total asset returns), operational ability (inventory turnover, fixed asset turnover, total asset turnover and accounts receivable turnover) and capital structure (net asset ratio and fixed asset ratio) indicators are used to measure the financial risk. Financial risk index is taken as dependent variable and five main factors which affect the financial risk are taken as independent variable for the present study. The selected variables are shown in table 1.
Model specification
Bathory model can be expressed as below:
FRit is the value measuring financial risk of index, taken as dependent variable in this study. SZLit = (profit before tax + depreciation + deferred tax) / current liabilities, SYit = Pre-tax profit/operating capital, GLit = Shareholders' interests / current liabilities, YFit = Net tangible assets / total liabilities, YZit = Working capital / total assets This model is useful to predict the possibility of bankruptcy, as well as measure corporate strength.
Hypotheses development
In the present study, the following null and alternative hypothesis 
Hypothesis 1
H0: SMEs' financial risk is not positively related with debt structure; H1: SMEs' financial risk is positively related with debt structure.
Hypothesis 2
H0: SMEs' financial risk is not negatively related with solvency; H1: SMEs' financial risk is negatively related with solvency.
Hypothesis 3
H0: SMEs' financial risk is not negatively related with profitability; H1: SMEs' financial risk is negatively related with profitability.
Hypothesis 4
H0: SMEs' financial risk is not negatively related with operation ability; H1: SMEs' financial risk is negatively related with operational ability.
Hypothesis 5
H0: SMEs' financial risk is not negatively related with capital structure; H1: SMEs' financial risk is not negatively related with capital structure;
EMPIRICAL RESULTS AND ANALYSIS
Descriptive statistics
Firstly, descriptive statistics showed that the sample of SMEs, in the research, had a big difference in operating condition, capital formation and so on. The maximum value of financial risk is more than 500 times of the minimum, the maximum of asset-liability ratio was to 94.64%, minimum value was 1.94%, and the standard deviation reached 21.02. The average of current ratio and quick ratio were both above 1.5, to some extent, it indicated that sample enterprises' liquidation capacity is relatively strong as seen in table 2.
Correlation statistics
Correlation statistics test result for the sample was shown in table 3. The correlation analysis indicated that FR had a significantly positive correlation with current ratio, quick ratio, net profit margin, return on total assets, net assets ratio, in other words, financial risk had a significantly negative correlation with current ratio, quick ratio, net profit margin, return on total assets, net assets ratio. FR was significantly negative with total asset turnover, asset liability ratio, fixed asset ratio, and no significant correlation with debt structure, inventory turnover, fixed asset turnover, receivables turnover.
Multiple linear regressions
To assess the joint impact between dependent variable (FR) and the selected independent variables (X1 to X12) under the study, multiple regression has been modeled. The power of the relationship between the dependent variable, FR and all the independent variables taken together and the impact of these independent variables on financial risk are given in table 4.
The regression result was not very satisfactory when put all the independent variables into the model because of multi-collinearity problem or serial correlation problem. To solve the multi-collinearity problem, debt structure, quick ratio, asset-liability ratio, net profit ratio and fixed asset turnover has been removed from the linear equations. After that the linear regression result was improved. It was observed from the above that an increase in the independent variables by one unit; the FR increased positively that were statistically significant at 5 per cent level.
As of the linear regression, the implication of current ratio, inventory turnover ratio, net asset ratio and fixed asset ratio were 0.000 which is an indication of significant relationship with financial risk metric values. These variables were the main factors affecting financial risk. The other two independence variables had positive significance and an impact on the financial risk. The regression test result shows that F=101.364, with P (Significance level) was 0.000, R 2 of regression model was 0.943, adjusted R 2 was 0.901. Therefore, the robustness (R 2 ) of the model was healthy. Finally, VIF and tolerance test has been done to avoid multicollinearity. According to modern research, VIF equal or more than 1 but less than has been considered as there is no significant multi-collinearity or serial correlation. validates that the errors terms are not auto-correlated.
Test of hypotheses
A hypothesis is an assumption to be tested. The statistical testing of hypothesis is the key technique in statistical conclusion. The following are the hypotheses framed and tested using test of significance with onetailed test at 5% level of significance.
Hypothesis 1
H0: SMEs' financial risk is not positively related with debt structure; H1: SMEs' financial risk is positively related with debt structure (Table 5) .
Hypothesis 2
H0: SMEs' financial risk is not negatively related with solvency; The calculated value of t is less than the significant value, hence null hypotheses is accepted. The calculated value of t is less than the significant value, hence null hypotheses is accepted. The calculated value of t is more than the significant value, hence null hypotheses is not accepted. The calculated value of t is less than the significant value, hence null hypotheses is accepted. The calculated value of t is more than the significant value, hence null hypotheses is not accepted.
H1: SMEs' financial risk is negatively related with solvency (Table 6) .
Hypothesis 3
H0: SMEs' financial risk is not negatively related with profitability;
H1: SMEs' financial risk is negatively related with profitability (Table 7) .
Hypothesis 4
H0: SMEs' financial risk is not negatively related with operation ability; H1: SMEs' financial risk is negatively related with operational ability (Table 8) .
Hypothesis 5
H0: SMEs' financial risk is not negatively related with capital structure; H1: SMEs' financial risk is negatively related with capital structure (Table 9) .
Conclusion
SMEs financial risk in India is negatively related with debt-structure, asset-liability ratio, inventory turnover, fixed asset turnover and accounts receivables turnover but positively related with current ratio, quick ratio, net profits and net assets ratio that are statistically significant at 5 per cent level of significance. Descriptive statistics show that the mean value of current liabilities is up to 21561 times of the long term liabilities. It indicates that SMEs in India mainly choose short-term debt financing; it certainly will need a lot of current assets to pay for interest and principal. So current ratio directly affects SMEs' financing risk whether they could meet a lot of liquidity spending for short-term debt (Fu Gang and Liu Dan, 2012) . Multiple regression test result shows that the financial risk has been increased positively with all the selected variables, especially current ratio, inventory turnover ratio, net asset ratio and fixed asset ratio that were statistically significant at 5 per cent level. This is consistent with the obverse hypothesis. It may be different from many other scholars' opinion, also different with the foregoing hypothesis.
The study endures from certain limitations. Study solely depends on the published financial data, so it is subject to all limitations that are inherent in the condensed published financial statements. Again, the present study is based on the data and information relating to the year 2001 to 2011, i.e. 12 years period. Inflation could not be taken into contemplation in the present study. It was not possible to convert the relevant financial data into their present values because of non-availability of sufficient information required for the purpose.
